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REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of Maquassi Hills Local Municipality, 

which comprise the statement of financial position as at 30 June 2009, and the statement of 
financial performance, statement of changes in net assets and cash flows for the year then 
ended and a summary of significant accounting policies and other explanatory information, 
as set out on pages ... to 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice and in the manner required by the Municipal Finance Management Act of 
South Africa, 2003 (Act No. 56 of 2003) (MFMA). This responsibility includes: designing, 
implementing and maintaining internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due 
to fraud or error; selecting and applying appropriate accounting policies; and making 
accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa, my responsibility is to express an opinion on the financial 
statements based on conducting the audit in accordance with the International Standards on 
Auditing and General Notice 1570 of 2009 issued in Government Gazette 32758 of 27 
November 2009. Because of the matters described in the Basis for disclaimer of opinion 
paragraphs, however, I was not able to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion. 

Basis for disclaimer 

Cash and cash equivalents 

4. The municipality could not provide sufficient appropriate audit evidence to support journal 
entries of R43 699 633 debited to cash and cash equivalents. Despite the application of 
alternative procedures I was unable to satisfy myself as to the completeness, existence, 
valuation and allocation, and rights and obligations of cash and cash equivalents of 

R20 181 077 as disclosed in note 1 to the financial statements. 

Trade and other receivables 

5. I was unable to obtain sufficient appropriate audit evidence to support the prior year service 
debtors per revenue type of R72 379 942 as disclosed in note 2 to the financial statements. 
The municipality’s system did not permit the application of alternative audit procedures. 


Consequently, I was unable to satisfy myself as to the existence, valuation and allocation, 
and rights and obligations of prior year service debtors per revenue type of R72 379 942. 

6. Included in accounts receivable is a provision of R17 726 472 (2008:R16 814 601), the 
recovery of which is doubtful, based on a general assessment of the past payment history of 
debtors. An impairment loss has not been recognised in accordance with South African 
Statement of Generally Accepted Accounting Practice, IAS 39 (AC 133), Financial 
Instruments: Recognition and measurement. Due to the lack of sufficient appropriate audit 
evidence the misstatement in accounts receivable and accumulated surpluses could not be 
practicably determined and consequently I could not satisfy myself as to the completeness, 
rights and obligations, classification and understandability and accuracy and valuation of the 
doubtful debts provision disclosed in note 2 to the financial statements. 

7. I was unable to obtain sufficient appropriate audit evidence to support indigent debtors 
included in trade and other receivables. I was unable to perform alternative audit procedures 
due to various control weaknesses identified. Consequently, I was unable to satisfy myself 
as to the existence, valuation, and rights and obligations of trade and other receivables from 
exchange and non-exchange transactions of R86 575 431 (2008: R55 613 375) and 

R8 050 592 (2008: R578 546) disclosed in notes 2 and 3 to the financial statements 
respectively. 

Investments 

8. The municipality did not disclose a summary of all of its investments as required by section 
125(2)(b) of the MFMA. Had this been correctly disclosed a breakdown of the individual 
investments to the amount of R26 819 034 (2008: RIO 611 347) would have been included 
in note 5 to the financial statements. 

Property, plant and equipment 

9. The municipality could not provide sufficient appropriate audit evidence to support additions 
to land of R5 204 389. The municipality’s system did not permit the application of alternative 
audit procedures. Consequently, I was unable to satisfy myself as to the completeness, 
valuation, existence, and rights and obligations of land of R5 223 942 as disclosed in note 7 
to the financial statements. 

10. The municipality could not provide sufficient appropriate audit evidence to support property, 
plant and equipment of R400 178 723. Due to various control weaknesses identified, there 
were no satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that all property, plant and equipment were properly recorded. Consequently I 
was unable to satisfy myself as to the completeness, valuation and allocation, existence, 
and rights and obligations of property, plant and equipment of R400 178 723 

(2008: R320 838 281) as disclosed in note 7 to the financial statements. 

Trade and other payables 

11. The municipality could not provide sufficient appropriate audit evidence to support that all 
financial accounts to the amount of R2 167 712 are closed at the end of each month and 
reconciled with its records as required by section 65(2)0) of the MFMA. The entity’s records 
did not permit the application of alternative procedures. Consequently, I was unable to 



satisfy myself as to the existence, obligations, completeness, and valuation and allocation of 
the suspense accounts of R2 167 712 included in trade and other payables from exchange 
transactions of R28 739 822 as disclosed in note 11 to the financial statements. 

12. 1 was unable to obtain sufficient appropriate audit evidence to support transactions to the 
amount of R31 261 663 included in trade and other payables. The municipality’s system did 
not permit the application of alternative audit procedures. Consequently, I was unable to 
satisfy myself as to the completeness, existence, valuation and allocation, and rights and 
obligations of trade and other payables from exchange transactions of R28 739 822 
disclosed in note 11 to the financial statements. 

Borrowings 

13. The municipality could not provide sufficient appropriate audit evidence to support journal 
entries of R1 908 302 included in annuity loans of R62 311 675. The entity’s records did not 
permit the application of alternative procedures. Consequently, I was unable to satisfy 
myself as to the completeness, existence, valuation and allocation, and rights and 
obligations of borrowings of R59 225 586 as disclosed in note 17 to the financial statements. 

Accumulated surplus 

14. 1 was unable to obtain sufficient appropriate audit evidence to support a transfer of 
R4 503 075 from the accumulated surplus to the capital replacement reserves. The 
municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to satisfy myself as to the existence, valuation and allocation, 
and rights and obligations of the total net assets of R404 596 109 (2009: R345 545 398) as 
disclosed in the statement of financial position and statement of changes in net assets. 

Revenue 

15. 1 was unable to obtain sufficient appropriate audit evidence to support journal entries of 
R4 235 087 debited and R38 942 635 credited to revenue. Due to various control 
weaknesses identified, there were no satisfactory alternative audit procedures that I could 
perform to obtain reasonable assurance that all revenue was properly recorded. 
Consequently, I was unable to satisfy myself as to the completeness, accuracy, occurrence, 
cut-off and classification of revenue of R189 769 561 (2008: R221 337 231) disclosed in the 
statement of financial performance. 

Expenditure 

16. 1 was unable to obtain sufficient appropriate audit evidence for contracts of R1 640 880. 
There were no satisfactory alternative audit procedures that I could perform to obtain 
reasonable assurance that all expenditure was properly recorded. Consequently, I was 
unable to satisfy myself as to the completeness, accuracy, occurrence, cut-off and 
classification of expenditure of R130 971 182 (2008: R112 245 757) disclosed in the 
statement of financial performance. 

Bad debts 

17. 1 was unable to obtain sufficient appropriate audit evidence to support the authorisation of 
bad debts of R6 344 473 as disclosed in the statement of financial performance. There were 
no satisfactory alternative audit procedures that I could perform to obtain reasonable 



assurance that all bad debts were authorised. Consequently, I was unable to satisfy myself 
as to the completeness, accuracy, occurrence, cut-off and classification of bad debts of 
R6 344 473 (2008: R4 143 818) as disclosed in the statement of financial performance. 

Unauthorised, irregular, fruitless and wasteful expenditure 

18. The municipality did not disclose complete particulars of unauthorised, irregular, fruitless 
and wasteful expenditure in the notes to the financial statements as required by section 
125(2)(d) of the MFMA. Alternative procedures indicated irregular expenditure of 

R7 175 689 resulting from non-compliance with supply chain management policies and 
procedures which are not disclosed in the financial statements. Alternative procedures also 
indicated unauthorised expenditure of R7 228 809 resulting from numerous expenses not 
budgeted for resulting in an understatement of R7 228 809 in unauthorised expenditure of 
R8 032 199 disclosed in note 38.2 to the financial statements. 

Capital commitments 

19. An insufficient contract management system was in place for the identification and 
recognition of contracts and there were no satisfactory alternative procedures I could 
perform to obtain reasonable assurance that all commitments were properly recorded. 
Consequently, I was unable to satisfy myself as to the existence, rights and obligations, 
completeness, valuation and allocation of commitments of R26 507 890 

(2008: R88 558 000) included in note 41 to the financial statements. 

Disclaimer of opinion paragraph 

20. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Amendments to the applicable basis of accounting 

21. The municipality opted to make use of the transitional provisions (Directives 4 and 5) from 
the National Treasury, which is applicable to high and medium-capacity municipalities, which 
granted the municipality exemption from certain measurement and disclosure requirements, 
as disclosed in note 1 in the accounting policies. 

Restatement of corresponding figures 

22. The municipality converted from the IMFO basis of accounting to the GRAP basis of 
accounting and numerous amendments were made to the financial statements, as disclosed 
in note 36 to the financial statements. 


23. As disclosed in note 37 to the financial statements, the corresponding figures for 
30 June 2008 have been restated as a result of an error discovered during the 2009 
financial year in the financial statements of the municipality at, and for the year ended 
30 June 2008. 



Unauthorised and fruitless and wasteful expenditure 

24. As disclosed in note 38.1 to the financial statements the municipality incurred fruitless and 
wasteful expenditure of R1 438 042 due to interest and penalties on late payment of 
creditors. 

25. As disclosed note 38.2 to the financial statements the municipality incurred unauthorised 
expenditure of R8 032 199 due to exceeding the approved budgeted votes. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In terms of the PAA of South Africa and General notice 1570 of 2009, issued in Government 

Gazette No. 32758 of 27 November 2009 I include below my findings on the report on 

predetermined objectives, compliance with the MFMA and financial management (internal 

control). 

Findings 

Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

26. The municipality did not adopt and implement a framework that describes and represents 
how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised and 
managed, including determining the roles of the different role players, required by sections 
36, 38 and 41(2) of the Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA), and 
regulations 7 and 8 of the Municipal Planning and Performance Management Regulations, 
2001. 

27. The mayor did not within 30 days of the end of each quarter, submit a report to the council 
on the implementation of the budget and the financial state of affairs of the municipality as 
required by section 52(d) of the MFMA. 

28. The municipality could not provide sufficient appropriate audit evidence to support that the 
mayor considered any of the requirements of section 54(1) of the MFMA. It could not be 
confirmed whether he considered if the service delivery and budget implementation plan 
(SDBIP) needs revision or if the implemented budget was in accordance with the SDBIP. 

29. The accounting officer did not no later than 14 days after the approval of the annual budget 
submit to the mayor the draft SDBIP and the draft performance agreements as required by 
section 57(l)(b) of the MSA for the municipal manager and all senior managers as required 
by section 69(3)(a) and (b) of the MFMA. 

Timeliness of reported performance information 

30. The municipality did not submit their report on predetermined objectives within two months 
after the year-end as required by section 126(l)(a) of the MFMA. 



Usefulness of information 

31. The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in its approved strategic plan? 

• Relevance: Is the performance information as reflected in the indicators and targets 
clearly linked to the predetermined objectives and mandate. Is this specific and 
measurable, and is the time period or deadline for delivery specified? 

• Reliability: Can the reported performance information be traced back to the source data 
or documentation and is the reported performance information accurate and complete in 
relation to the source data or documentation? 

32. The integrated development plan and strategic development and budget implementation 
plan of the municipality did not include the measurable objectives, expected outcomes, 
programme outputs, indicators (measures) and targets for all of the municipality’s 
programmes. 

33. Performance targets are not aligned with the roles and responsibilities. Outputs against 
which the reported achievements could be measured were not included in the strategic plan. 

Reliability of information 

34. The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity, 
i.e. can the reported performance information be traced back to the source data or 
documentation? 

• Accuracy: Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 

35. The reliability of information reported on could not be confirmed, as the performance targets 
are not aligned with the roles and responsibilities. No outputs were included in the strategic 
plan, against which the reported achievements could be measured. 

Compliance with laws and regulations 

MFMA 

Non-adherence 

36. The views of the local community, the National Treasury, the relevant provincial treasury 
and any provincial or national organs of state or municipalities, which made submissions on 
the budget, were not considered by the municipal council as required by section 23. 



37. The municipal council did not consider approval of the budget 30 days before the start of the 
budget year as required by section 24(1). 

38. The accounting officer did not submit any reports to the Mayor, the Provincial Treasury or 
the Auditor-General with regard to any unauthorised, irregular, fruitless and wasteful 
expenditure as required by section 32(4). 

39. The accounting officer did not ensure that the municipality has and maintains effective, 
efficient and transparent systems financial and risk management required by section 
62(l)(c)(/). 

40. The accounting officer did not take all reasonable steps to ensure that the municipality pay 
all their creditors within 30 days of receipt of statement or invoice as required by section 
65(2)(e). 

41. The accounting officer did not develop and implement a proper system of delegation of 
authority as required section 79(1). 

42. The accounting officer and mayor did not submit the 2006/2007 and 2007/2008 annual 
reports as per the requirements of section 127(1) to (3). 

43. The municipality did not submit their 2008/2009 financial statements within two months after 
the year-end as required by section 126(l)(a). 

Municipal Supply Chain Management Regulations 
Non-adherence 

44. The municipal council does not maintain oversight over the implementation of the supply 
chain management policy as required by section 6(1). 

45. The municipality does not have a supply chain management unit as required by section 7(1). 

46. The municipality did not provide for the placing of advertisements regarding the updating of 
supplier lists as required by section 14(l)(a)(ii). 

47. A risk assessment of the supply chain management system was not done and there is 
no effective internal monitoring system to determine the basis of a retrospective analysis, 
whether the authorised supply chain management processes are being followed and 
whether the desired objectives are being achieved as required by section 41(2). 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives and compliance with the MFMA, but not for the purposes of 
expressing an opinion on the effectiveness of internal control. The matters reported below are 
limited to the deficiencies identified during the audit. 



Leadership 

48. The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control. 

Financial and performance management 

49. Requested information was not available and supplied without any significant delay. 

50. Manual or automated controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completely and accurately processed. 

Governance 

51. The entity does not identify risks relating to the achievement of financial and performance 
reporting objectives. 

52. A fraud prevention plan was not documented and used as per the requirements of 
applicable legislation. 

53. The audit committee did not function throughout the year. Consequently, the committee did 
not monitor the progress of the planned audits as well as the implementation of prior year 
audit recommendations. 


Potchefstroom 
5 October 2010 
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